This paper analyzes long-run equilibrium of "house price index" in Tirana (the capital city of Albania) achieved by the long-run performance of macroeconomic factors.We have used the techniques and analysis of linear multiple regression by VECM (vector error correction model), to identify endogenous factors, that effect the stability of "house price index". The analyze is based on data series 2010-2018 (with 3-month frequency), with independent variables: mortgage loan, interest rate on long-term loans, construction cost index, EUR/ALL exchange rate, house price index with lag(1).We conclude that all these independent variable (expect EUR/ALL exchange rate) are statistically significant, in long-run equilibrium and in the elasticity assessment of "house price index".
Introduction
Real estate is nowadays in the focus of several academic studies all over the world. Although, it is commonly known that real estate markets are rather illiquid, the majority of academics assume that these markets are efficient; it is assumed that participants act in accordance with rationality.
The dynamics of house prices is closely related to the performance of macroeconomic variables, housing market conditions and financing characteristics for home purchase. The factors are so many that we can group them into: economic factors; government factors; geo -climate factors; and socio-demographic factors. The following are extensively explained in the literature of this paper.
Due to the role housing plays in modern societies, the focus of this paper is on housing prices. Transactions in the housing market constitute an important part of a country's GDP and household spending. The performance of house prices affects the well-being of families and their ability to borrow mortgages, which can have significant macroeconomic consequences. Housing market analysis today faces several challenges:
• the housing market is regarded as a market of highly heterogeneous and illiquid products, where the cost of obtaining information is high;
• the specific nature of the real estate market product itself is contingent on a rigid supply and periodic blossoming, creating opportunities for wrong decision making.
• the housing market is one of the markets with high government intervention, mainly in terms of territory management or social policies. Consequently, developments in this market, and especially the supply of this product, are significantly influenced by the institutional and legal framework of a country.
Based on the official publications of a house price index in Tirana (capital of Albania), as well as a review of the literature on the main factors affecting the performance of house prices, in this paper we have applied the econometric technique VECM to identify exogenous factors in determining the price of housing. The housing market in Albania has followed the trend of the construction sector, which has been associated with a major development phase a decade ago, while the last decade we have seen a marked deterioration. This trend is also observed in the market price of housing with a progressive growth phase (before 2010) and a very volatile price phase (after 2010).
The housing market in the last decade has been in frequent imbalance (as well as having the effects of the 2008 financial crisis). This is one of the main reasons why we have decided to study this market after 2010. Our study aims to assess the long-term equilibrium and resilience of the key economic factors that determine this equilibrium. Official data on the housing market in Albania are missing, they are recorded in the form of time series (with 3-month frequency) for the housing market index, only for the city of Tirana. The study therefore analyze this city. However, seeing the degree of concentration of the economy, population, level of housing construction, etc Tirana Housing Price Index is a very good representative of this market nationally. It is difficult to study "house price index" in Albania, due to the following reasons:
• The buying of a house is mainly the highest expenditure of a family, so the transactions of this type are timely rare.
• It is very difficult to find two identical houses in a time difference.
• If a "group" of houses will be fixed in a certain time, further changes in a house, such changes as the building of another public or private facility near the house or any qualitative change, will direct to a variability of the price.
Literature Review: Determination factors REGARDING real estate market
Theoretical and empirical studies have resulted that a high increased level of credit portfolio, accompanied with a sensitive increase of dwelling prices is one of the most consistent and warning indicator of future financial crisis (Borio and Lowe, 2002 The Unemployment level or the employment one, (in a local of national context) indicates the potential of a country to generate the individual income, affecting this way the demand for real estate.
The personal income level shows the ability of the individuals to invest in real estates, measured mainly by the average level of wage, and is considered as a key element of the real estate demand.
Construction costs are considered as the main factor of determining the real estate supply. This factor is considered in determining the initial price of these real estates and in Albania this is measured by the "Construction cost index" published by INSTAT. This index is focused on the direct costs of the construction (material costs, wages expenditures, machinery costs, transport costs, electricity costs etc.) and indirect ones.
Credits, is another supply factor (when credits is demanded by the construction companies) and demand factor (when credits is asked by individuals, as a financial tool to buy his/her real estate). Kindlerberger (1978) and Minsky (1982) have analyzed the role that credits have in the price of dwellings history. So, if the credits are in terms of cheap conditions, this will affect the behavior of real estate markets in these countries. In Albania, this can be measured either due to the value of the credits dedicated to buying dwelling estates or business estate , or due to the multiplication of the real estate credits published by the Bank of Albania or Statistical Reports. Measured as well by analyzing the facilitated or limited conditions published by the second level banks in the country.
Interest rate: the same as the credits is the factor of demand as well as the factor of the supply. Interest rates are an important factor of residential' investments decision, sensitively influencing the demand for real estate. The measurement of the effects that interest rate have, can be analyzed through crediting rates of the economy. In Albanian case, the financing of the real estate for dwelling or services intentions has the lowest credit rates, compared with other credit rates for other intentions. (Bank of Albania, Statistical report, 2005-2015).
Treasure bonds rates. In Albania the interest rates of treasure bonds, 12months' maturity terms, represent the essential quota, from which it is indexed each credits rates or other deposits in second level banks. This means that this rate is considered as the initiation phase of every change in interest rates even for the long term individual credits, which in 90% of the cases is destined for buying dwelling estate. Since in the beginning 2012 and ongoing, this rate has been considerably deduced, while the interest rate of credits in banking sector has not reflected this kind of deduction, this one has remained in the almost sustainable situation (Bank of Albania, Statistical Reports 2005-2015).
Remittances: In Albania, the remittances are a key factor as far as domestic demand is concerning. Since 2013 and ongoing, the remittances level has decreased compared to its level in GDP (Bank of Albania, Statistical Reports 2005-2015). Even though, it doesn't exist any statistical indicator to show us which part of remittances that enters Albania is destined to the real estate market and which portion of it goes to consumption. Considering this explanation, it is not clear enough to judge for the correlation of this variable with real estate market trend, for all the post-communist period in Albania.
Exchange rate is another important demand factor (domestic currency is ALL) and supply factor; due to the fact that the majority of construction materials are imported in Albania. (General Custom Directorate, Albania 2002-2015). Referring to the internal reports of second level banks in Albania, such as: Raiffeisen Bank, National Commercial Bank, Credins Bank etc, the currency of the credits issued for real estate issues is not in national currency ALL, but manly it is in Euro (Manjani, 2014) . As Euro, is the main currency used for exchange in real market estate in Albania, the exchange rate Euro/ALL, is considered to have an important impact in the real income level for all those buyers, whose monthly income are in ALL. During 2006-2010, the exchange rate Euro/ALL, has been considerably increased, but ongoing it has remained in a sustainable level within the interval 138-140, which means that the Albanian currency is constantly devaluated comparing with Euro, which means that Euro has become more expensive for Albanian buyers, whose income are in ALL ( Bank of Albania, 2015).
Inflation: as an indicator of decreasing buying power, it affects the disposable income of individuals, so far the demand for real estate. Although, the investments in real estate, are considered as investments which deduct the effects of inflation either in the estate of individuals or businesses. In Albania, the inflation rate is kept stable with the parameters of 2-4% (Bank of Albania, Statistical Reports 2005-2015).
Financial services: are those services linked with: initial credit commissions for real estates, other commissions and tariffs, which refers to the payment for notary services due to buying -selling process.
Governmental factors:
The governmental factors are very complex, but still affective, such as:
Fiscal Policies: Fiscal policies are treated as factors, in the contexts of their evaluation process, the legalization etc. In Albanian contexts, these have been accompanied with so many changes and high level of informality (General Taxation Directorate in Albania, 2015).
The literate impact of Government in real estate market. This has to do with the governmental policies toward the decrease of costs of credits for buying dwelling estate.
Educational development, the quality of education is directly linked with the buying of real estate for living purposes.
Development of unions:
this is an indicator which reduces the risk of undo for the employment contracts by the employee's side, so it affects the employment markets and as a result, the stability of the disposable income of the employers.
The quality of public services: there are included here many different public services, but those which counts more are: Health public service, security issues, firefighters services, public transport etc. Many studies have classified these services as very influential toward the real estate demand, especially for living purposes.
Geo -Climate factors: These factors have a convincing importance in real estate market, such as:
Locality: local position of real estate markets, such as different geographic or regional areas. Capital cities, main trade centers (customs), port cities, airport cities, big industrial cities, touristic areas etc. has a higher demand regarding real estate, comparing with other city types.
Transport: This factor impacts the demand for real estate and has to do with many types of transport such as: the nearby location with the highways, trade centers, working centers etc. (Smersh, Smith and Schwarts, 2003) .
Topography: This factor has to do with the topographic position of the area where the real estate is located and is a factor that impacts the demand. Such areas may be: seaside areas, or under the sea level, lake -side areas, river-side areas, mountain areas etc.
Climate conditions: even this factor is a demand one. Climate conditions are linked with the cost for a normal life, transport problems, energy. Internet etc. So these issues will affect the living costs or costs of doing business. Population: This refers to the population number in a certain area, the density per square kilometers, average age etc. This factor impacts the demand in a real estate market, mainly for the estates used for living purposes. Albania is a country with young age population and the average age is 35.5 years old (INSTAT, Census 2011), this shows for the high potential need for dwelling estates and services ones.
Socio-Demographic factors:
Family composition: is another incentive or inhibitor demand factor in real estate markets. In reality, families with one or two children may inherit estates from their parents or grandparents; in this case they were not obliged to buy other estates.
Conceptual changes of living and work conditions:
As the post-communist period is going on in Albania, the concept of the dwelling space for household is changing, so far, the measures of a house has begun to extend its limits 2-3 time more than before, now we can talk for studio, or office space within the house etc. This influences the demand for real estate.
The holidays' culture. This is a new culture, especially for big cities, and has potential impacts to increase the demand and needs for more living space. While, in the context of business purpose, even the office's culture has begun to adopt the European standards, the companies have established their own campuses, many businesses, even small ones, are adopting themselves with the conceptual changes of the spaces, evaluating the architectural aspects and so on.
The perception of life and property security: facilitated by the insurance companies, the level of security for private properties of individuals in Albania, is one of the most fragile in the Europe, as far as insurance culture is concerning. Although, the idea that an area is percept as one with high level of risks and criminality, holds back the buying of estates for living or business purposes as well as the development of business, especially the small and medium business.
Being friendly with the environment: This is a recent time phenomenon and is expected to be part of the Albanian culture, even though in some cities it is already settled. We are speaking here for the friendly constructions, using sunny energy etc., often, these kind of buildings are accompanied with additional costs compared with traditional constructions, so that, they impact the supply and demand of real estate.
Methodology of study
In this study are used the techniques and analysis of linear multiple regression by VECM (vector error correction model ), with some macroeconomic independent variables and one specify dependent variable "house price index". The data are taken from official statistics published in statistical reports and institutional studies. These data represent a 3-month time series, for 2010 -2018. The analysis will begin with finding significant statistical relationships of the unit root, co integration, and VECM estimate.
ADF Test of Unit Root: ADF Test of Unit Root. This test is the fundamental of testing the series and return to a stationary series. To realize this, we have used the Augmented Dickey-Fuller test (ADF). According to this test, we test whether a time series of data is influenced by its initial value, by the trend of time or by both simultaneously. The basic equation of ADF test linked with the constant and the trend is:
This equation shows a time series (variable in the study) in the form of the first difference ∆ = − −1 in the period t, where 0 is the constant and t is the trend, with the null hypothesis, H0: 2 = 0 (time series data is non stationary).
Johansen Test for Co-integration: After addressing the issue of unit root, the co-integration test can be applied in order to establish the long run relationship among the variables. To identify these long-run relationship we will use the trace test for co integration and its maximum eigenvalue statistic(Johansen, 1991). Theoretically, the Johansen test is based on matrix theory and the theory of its eigenvalue. Let k> 2 be the number of non stationary and integral first order series I(1) included in the model, and r the number of vectors that co integrate with each-other, where r ∈ [0; k -1], then the co integration hypothesis is:r 1 (there is at least one cointegrating pair).Trace test and Max-Eigen values are lower than the critical values and p-values for them are also insignificant which asserts that Vector Error Correction Model (VECM) is not applicable in this specific case. The most important coefficient of the equation is λ which we can define as the coefficient of adjustment and explanatory of the long-run relationships between variables only under conditions where this coefficient is statistically significant.
Empirical analysis and results
The analysis of this study are based on quarterly frequency of time series from 2010 to 2018.
Based on the literature review we have selected the following variables in table 1. We think that these variables rapresent the specifict of Albanian real estate market.
The meaning of the variables in the model and their description and the source of information is shown, as well in table 1: To create a VECM model, some steps need to be followed correctly. These steps will be detailed below, and we will have an effective VECM model at the end. The table 2 below shows the unit root test results for each variable of the model. The Dickey-Fuller approach is used to apply the unit root tests. Source: authors' calculation in Eviews 9. If probability is less than 0.05 (percent significance level), the time series is stationary.
According to ADF test all of the variables are found out to be non-stationary for level form, however their first difference turns these series into stationary ones.
The second step of VECM model is the Johansen and Juselius (1990) approach. Using this test we have only two possibilities: co integrating relationship or no co integration. This approach suggests two kind of statistical tests: trace test and maximum eigenvalue test. Firstly we have to determine the optimum lag (time retrospective of the variable). The results of optimum lag are in table 3 below: We have decide to choose the "lag" equal 4 because the most of criterions suggest it. This lag is the best according to economics meaning (the data are quarter of year). Now we need to identify co integration pairs, and the results are shown in the table 4 below: Source: authors' calculation in Eviews 9.
Based on the above results, we can find four co integrating relationship between variables. This fact shows us that we can build the VECM model for the long-run variables relationships between them. Using estimation method "Least Squares" in Eviews, we can find the coefficients of VECM model. The model has 4 co integration pairs, four coefficients of long-term links will be found. After processing the data in Eviews 9, (the time series was transformed into stationary by the first differences) using the VECM technique in identifying endogenous factors in explaining the dynamics of the housing price index in the city of Tirana (the capital of Albania) in long-run, the results are as in the table 5, below: Source: authors' calculation in Eviews 9.
The general equation of the VECM model is: The model co integration terms are λ1, λ2, λ3 and λ4. Only λ3 is not statistically significant (with p <5%), while the other three terms (λ1, λ2 and λ4) are statistically significant (with p <5%), and explain the long-run relationships of our model. In the general equation of the VECM model are specified variables with long-term and short-term relationships (according to time delays). This equation of the VECM model confirms the basic working hypothesis:
Working hypothesis: Long-term equilibrium price index of Tirana housing is achieved by the long-term performance of macroeconomic factors (mortgage loan, interest rate on long-term loans, construction cost index, EUR / ALL exchange rate, and prior house price index): Hypothesis "at least one λi ≠ 0 for i = 1, 2, 3, 4 ".
Our VECM model shows us the following statistically significant long-term relationships:
CMIM: In equilibrium conditions, the change in CMIM in the short run will contribute to the achievement of long term equilibrium index of 65%. If the previous 3-month period has had an increase of 1% in the CMIM, it is expected that this increase will be followed by a long-term CMIM growth average of 0.65%. Short-term fluctuations (market imbalances) in the short run of housing prices have a major impact on maintaining long-term equilibrium. The change in the market price of housing that has taken place in Tirana over the last decade has been accompanied by a continuing decline in this market. The reasons for this economic situation are many, such as: many building permits at one time and construction suspension at another; numerous fiscal and bureaucratic changes in obtaining building permits; high level of corruption in the country; significant fluctuations of the business climate in the country; financial difficulties of construction companies; investing informal money in real estate; etc.
Construction Cost Index (IKN): If IKN rises by 1% in the long run it will result in an average increase of about 2% of the equilibrium CMIM in the long run. The increase in the construction cost index indicates an increase in the cost of production factors, which will consequently be accompanied by a decrease in the market supply, which under conditions of unchanged demand will be reflected in the increase of housing prices. This phenomenon is based on market expectations and economic principles. It is the task of policymakers to ratify more international free trade agreements and with concrete effect on domestic production, by applying construction industry's mitigating fiscal policies for production factors. Protectionist fiscal policies for the production of raw materials in the construction sector are detrimental to the housing market and should not be applied to the Albanian economy.
Long-Term Interest Rate (INT): If INT increases by 1% over the long-term, this will result in an average increase of about 108 points of the equilibrium CMIM index in the long-term, or an average increase of 13%. Housing price has the highest elasticity against the variable INT. The absolute value of resilience was expected to be higher than all other variables taken into account, but the direction of the link leaves us in doubt. There are two explanations for this phenomenon: firstly, an increase in the market interest rate on loans would discourage individuals to borrow, bringing about a decrease in demand for housing (hence lowering the quantity and price in equilibrium bidding conditions ceteris paribus). Secondly, an increase in the market interest rate on loans will lead to an increase in the cost for construction companies, leading to a decrease in the supply of residential real estate (consequently lower quantity and lower price, in terms of demand paribus). The net effect of these two phenomena at the same time has resulted in a stagnant economic situation of the Tirana housing market (a trend of decreasing residential built areas and rising housing prices). By the economic nature of the market, the interest rate will reflect a faster impact on demand than supply, so supply is less flexible than demand in the short run.
In the long run the opposite happens, supply is more flexible than demand. Construction companies in Tirana are big business company with domestic capital and have an optimal capital structure with over 60% debt (Ll. Lleshaj, 2016), therefore they finance a construction project on loan at least 60% on average (of construction cost). Whereas individuals under the banking system conditions in Albania can borrow up to 70-75% of the market value of the house (Bank of Albania, 2018). Referring to official publications for Tirana (for the three-month period 2016-2018) the level of lending for housing purchase is as much as 1.8 times the amount of loans granted for construction (Bank of Albania, 2016-2018 statistics). This coefficient also indicates the change in the elasticity of supply with demand coming from the lending factor. On the other hand, coefficient 1.8 indicates the large change in the cost of construction and sale price for apartments in Tirana. If Euro/m 2 , 0.7*P is the value borrowed from the individuals and (0.7 / 1.8) * P = 0.39 * P is the value borrowed from the construction company, where 0.39 * P = 0.6 * K hence the "K" cost of construction is K = 0.65 * P and the gain is 0.35 * P (such a conclusion is also supported by real estate market valuation experts). So the elasticity of supply is minimum 1 / 0.39 = 2.56 while the elasticity of demand is maximum 1 / 0.7 = 1.43, which means that a change of one m2 of residential building surface will bring a greater response to supply than demand. Under these conditions the net effect indicates an increase in price. Looking at the market interest rates, according to the official publications in Albania for the years 2010 -2015, the interest rate was about 4-5% higher for loans to construction companies than for mortgage loans to households, while for 2015 -2018 this difference has dropped to about 2%. This fact indicates an additional net increase in the house price as a result of the increase in the lending rates in the banking market. Under these conditions, the multiplier effect of interest rate hikes is very large on the price of housing, so credit risk supervision authorities should use an expansive monetary policy (by lowering the key interest rate). Monetary policy in Albania has not provided the required efficiency in lending as expected, two issues arise here: first, there is a need to increase the monitoring of expansive policy implementation through rigorous bank auditing; and second, there is a liquidity trap in the Albanian economy (lower interest rates and lower investment levels), this indicates excess liquidity in the economy, i.e. money outside the financial system (informal money in circulation at levels that have made expansive monetary policy ineffective for at least the last halfdecade).
Euro Housing Loan (HUA): If the HUA increases by 1% in the long run, this will result in an average decrease of about 0.7% of the equilibrium CMIM index in the long run. Under normal conditions an increase in these loans would affect the increase in demand and therefore in the short run would be accompanied by an increase in the price of housing only, while in the long run the increase in the price should be lower as the housing area would increase. According to our model, in the long run there is a negative relationship, so the loan for home purchase in Tirana does not serve as the only financial instrument of repay. As long as this market exists and is present in every area of Tirana, why does the loan not serve as the main instrument of payment? The average standard of living in the city of Tirana (INSTAT, average salary and family budget 2010-2018) does not provide income for the purchase of housing as a secondary loan source. Here is the suspicion that there is a lot of informal or illegal money in this market. This argument is further supported by the INT variable. Albania, for years, has had a high level of informal money in the country. The trend has been increasing in recent years, expressed by the Basel AML Index, 2015-2018, which ranks Albania as a high risk country. Compared to the Western Balkan countries, Albania is the country with the highest level of money laundering.
Exchange rate EUR / ALL (exchange rate): The exchange rate variable has no long-term relationship with the house price index. According to the statistical technique of the least squares the reason for the discrepancy is: the COURSES variable had a steady performance during the period under study (with the exception of a significant decrease in the last year), whereas housing prices were accompanied by a volatility and increasing in recent times, the performance of these variables turns out to be independent.
Conclusions
The analysis of the VECM model identifies statistically significant relationships for the endogenous variables relationship over the long run. The housing price index in the Albanian capital, Tirana, reaches the long-run equilibrium affected by some key variables of this paper. Macroeconomic variables in the form of time series for 2010 -2018 (with 3-month frequency) are included in the analysis. The number of data fulfills the criteria of econometric implementation of VECM evaluation.
From the analysis we found that the short-term dynamics of this index itself contributes to the achievement of long-term equilibrium by 65%. This is the basic quantitative reason that the values of this index are volatile in the long run and often disequilibrium.
In addition to the economic reasons of market agents, there are other factors: political, legal, and other extra economic or illegal that have brought about this last decade's imbalance. Tirana Housing Price Index has a direct and statistically significant relationship with the Construction Cost Index. A facilitating fiscal policy of the construction industry for production factors would therefore be suggested. In order for the prices to be in equilibrium and acceptable for the average living standard of the inhabitants of this city.
Also the Housing Price Index has a straight and statistically significant relationship with the interest rates on long-term loans, with the highest degree of resilience from all the variables included in the analysis.
The long-term effect of interest rates on both supply and demand (in the long run, supply is more flexible than demand), the construction sector in this city is stagnant and the multiplier of interest rates on housing prices is very high. The fact that Albania's monetary policies have been expansive in recent years, the country is heading for a liquidity trap, means that there is a high informality in this market. The house price index has a statistically significant negative relationship with the level of mortgage lending at the national level, i.e. home buying loans in the city of Tirana do not serve as the only financial instrument of payment.
As long as citizens' livelihoods are low enough to meet housing prices, there is a stream of informality and illegal money invested in this market. In our analysis, in the long run, the exchange rate is not statistically significant in relation to the equilibrium price of housing.
